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Dear Sir or Madam:

We have considered your application for recognition of exemption from
Federal income tax undar the provisions of section 501 (c) (3) of the
Internal Revenue Code of 1986 and its applicable Income Tax
Regulations. Base. on th= available information, we have determined
that you do not qualify for the reasons set forth.

The evidence presented disclosed that the organization was
incorporated on (GGG in

The purposes for which the corporation was formed are as follows:

A. Plan, develop, and sponsor, produce educational media and related
materials and programs to promote interracial unity.

B. To cooperate, contract, enter into venture agreements, and to offer
whatever aid and assistance to educational institutions, religious
organizations, local, state and federal government agencies,
private agencies, foundations, business institutions and
individuals to promote the purposed enumerated herein.

C. The corporation shall have and may exercise in furtherance of it’s
corporate purposes all of the powers specified in —
m, the powers specified in
and the power to land to which it has legal title. ,

D. To deal andvengaée in ény activity allowed under the provisions‘of‘

and permissible within the Internal -
pevenua ~oue Section 501(c) (3} and any other provisions thereof.




'“materlala.f

13 : Your professronal
‘pr mpt.-organizations’ operations and
‘helps. ralse funds to support thelr operatlons. '

Your stated sources of flnanc1al °upport Wlll consist of revenues from
~ the performance of activities: including the sale of videos produced in
~ connection: therethh, grants and contfibutlons from general public.

3 Your fundralslng program w1l .prlmarlly generate its income through
~establishing contracts with other . non- prorlts to deliver media and
related services at cost’ substantlally below those of for profit
companies. It wll; also derive lncome from the sale of educational
materials that it develops on various projects. You state you will
occasionally apply for grants to fund its program initiatives. You
als> state you do not presently have plans to engage in soliciting the
. general public for funds.though it may: do so scmetime in-the future.

You have also stated in the appllcatlon that in instances where you
charge for services and products, it' will be on the basis of cost plus

t to MBS service fee. The service fee will go to support your
operating budget.

Section 501 (c) (3) of the Internal Revenue Code provides, in part, for
the exemption from Federal income tax of organizations organized and
operated. exclusively for charitable, religious, scientific or
educational purposes, no part of the net earnings of which inures to
the benefit of any private shareholder or individual.

In order to qualify under Internal Revenue Code 501 (c) (3), an
organization must be both “organized” and “operated” exclusively for
one or more purposes specified in that section. If the organization
fails to meet either the organizational test or the operational test,
it is not exempt. (Regs. 1.501(c)(3)-1(a)(1l)). The organizational
test relates to the rules for governing an organization and the
purposes stated in its articles of organization. The operational test
relates %o the organization’s activities.

Section 1.501(c) (3)-1(b) (1) (i) of the Regulations provides that an
organization is organized exclusively for one or more exempt nurposcso
only if its articles of organization limit the purposes of such
orgnanization to one or more exempt purposes; and do not expressly
«mpower the organization to engage, otherwise thun as an insubstantial
part of its activities, in activities which in thenselves are not in
fur nerance of one or more exempt purposes.

Section 1.501(c) (3)- l(c)(l) of the Regulatlons states that an
.organlzatlon will be regarded as “operated exclusively” for one or




accomplish o
S01(c) (3) of the Code. an¢
more than an'insubstantial

furtherance of an exempt purpbse.

Section 1.501(c)(3)—1(d)(2) o)
“charitable” includes relief’
of education and science angd . E: cial welfare designed
to accomplish any of the above Purposes. '

Section l.501(c)(3)—1(d)(3)‘of the,Réghlations provides, in part, that
the.te:m_“educational” relates to the instruction of the public on

In Revenue Ruling 76-¢, 1976-1 c.B. 145, an otherwise qualifying
organization that pProduces and distributes free (or at small cost-
defraying fees) educational, cultural, and public interest pPrograms
for public viewing via public-educational channels of commercial cable
television companies is operated exclusively for educational Purposes
and is exempt from Federal income taxes under section 501 (c) (3) of the

In Revenue Ruling 71-529, 1971-C.B. 234, an organization providing

‘lnvestment management services to other exempt organizations at

In Revenue Ruling 72-369, 1972-2 C.B. 245 provides that an
organization formed to Provide managerial and consulting services at
COSt tc 'inrelated éxempt organizations does not qualify for exempticn
under section 501(c) (3) of the Internal Revenue Code. The ruling

Further, providing such services on a regular basis for a fee is trade .
or business ordinarily carried on for profit. The fact that the

meaning of sention 501(c) (3) of the Internal Revenue Code. Furnishing
the services a- cost lacks the donative element neécrssary to establish
this activit as.charitable,

In B.S.W. Group, Inc. v. Commissioner; 70 TC 352, Dec. 35,175, the tax
court held that a Corporation that planned on offering consulting
services for a fee, to .. n-nrofit, limited resource organizations




-ies was not entitled to tax-
Xclusively for charitable,

. In‘addition, the court determined
mplete ailed to show that its. own services,
. by its:consultants, would not be in

i ’ ' as personnel a encies,

: ts,’housing rental

es, trash'disposal firms or environmental

! Services,. real estate agen
services, banks,.- loan compani

consulting companies. "+

Your organization is'distinguiéhedwffohfthe'
Revenue Ruling 71-529 and RevenuefRulih§,76—4, because your y
organization does not provide servicesgatvsubstantially belcow cost or
- producing and distributing free: :

: ' e {or-.at small cost defraying fees)
educational, cultural, and public intere

organizations describeq in

st ADrocrams_. resnectivaly,

ot determinative of exempt status. Providing

professional video production on a regularxba
' ristic:of a trade or business ordinarily

As stated in Revenue Ruling 72-369, the

pProvision of such services for 2 fee at nc. ore than cost is not an

exempt activity under section 501(c) (3) of tie Internal Revenue Code.

17 An organization is not exem
: conducted for the purposes
“operational test”

Pt merely bccause its operations are not
of producing a profit. - To satisfy the
the organization’s Iesources must be devoted to

In addition, your organization is

Primarily conducting an activity
indistinguishable from an ordinary

commercial enterprise.

Accordingly,
therefore the
income tax und

this organization’s activities are not charitable and
organization does not qualify for exemption from Federal
er section 501 (c) (3) of the Internal Revenue Code.

Consideration was given to whether you qualify for exemption under
other subsections of section 501 (c) of the Internal Revenue Code.

.~ However, we have concluded that you do not qualify under another
‘--  subsection.

As your organization has not established exemption from Federal income
tax, it will be necessary for you to file an annual income tax return
-on Form 1041 if you are a Trust, or Form 1120 if you are a corporation




Or an unincorpcrated association. Contributions t you are not
deductible under section 170 of the Internal Revenue Code.

Contributions made to you are not deduétible by the donors as
charitable contributions as defined in section 170(c) of the Internal
Revenue Code. ’

If you are in agreement with our proposed denial, please sign anc
' return one copy of the enclosed Form 4018, Consent to Proposed Adverse
Action. \
R
You have the right to protest this proposed determination if you
believe it is incorrect. To protest, you should submit a written
appeal giving the facts, law and other information to support your
position as explained in the enclosed Publication 892, “Exempt
Organiza-ions Appeal Procedures for Unagreed Issues.” The appeal must
be submitted within 30 days from the date of this letter and must be
signed by one of your principal officers. You may request a hearing
with a member of the office of the Regionzl Directnr nf Apveals when
‘you file your appeal. If a hearing is requested, you will be
contacted to arrange a date for it. The hearing may be held at the
Regional Office or, if you request, at any mutually convenient
District Office. If you are to be represented by someone who is not
one of your principal officers, he or she must file. a proper power of
attorney and otherwise qualify under our Conference and Practice
Requir=sments as set forth in Section 601.502 of the Statemént of
ProceZural Rules. See Treasury Department Circular No. 230.

Tf you do not protest this proposed determination in a timely manner, .
it will be considered by the Internal Revenue Service as a failure to
exhaust available administrative remedies. Section 7428(b) (2) of the
Internal Revenue Code provides, in part, that:

A declaratory judgement or decree under thiz section. shall
not be issued in any proceeding unless the Tax Court, the
Claims Court, or the district court of the United States
 for the District of Columbia Jetermines that the
organization involved has exhausted administrative remedies
available to it within the Internal Revenue Service.

If we do not hear from you within the time specified, this will become
our final determination. 1In that event, appropriate State officials
will be notified of this action in accordance with the provisions of
section 6104 (c) of the Code.




'Enclo'siuresl .
Form €018
Publication 892




